A study was carried out during 2001 to 2010 to illustrate the profit of momentum strategy in Tehran stock Exchange, and possibility of higher abnormal return based on past performance trends. In this study, the effects of two substantial variables including size and liquidity on profitability of momentum strategy in Tehran stock Exchange were investigated. The study was conducted in two sub-periods: 2005-2010, and 2007-2010. The first is due to a significant change in the number of stock companies after privatization, and the second is to cover the effects of global financial crisis on Iran's economy. Our sample includes three separate samples of all stock market joined companies before the mentioned related periods that have been traded in at least half of the total trading days in the related period. Results showed that using momentum strategy in Tehran Stock Exchange created negative returns in all periods. Moreover, liquidity factor did not affect the profitability of momentum strategy. Meanwhile, considering size as another fundamental factor, the positive effect of small stocks was identified only in one period, from 2005 to 2010. In other periods, however, it led to negative returns.
Introduction
The modern financial theory, which is based on efficient market hypothesis, has governed scientific financial circles for more than five decades. According to the modern financial theory, the cost of securities is equal to their intrinsic value. Due to the rational behavior of economic factors, if the cost of securities deviates from their intrinsic value, they make use of this issue and thus incorrect pricing is eliminated. Therefore, in such a market, no benefit can be achieved easily and in order to achieve any benefit, some risks must be welcomed (or accepted). Based on efficient market hypothesis, all data exists in the stock price and it is not possible to expect abnormal return without taking risks. The results of this perspective state that there is no particular trend in the stock price in order to use them to gain extra return, and none of the investment strategies can create extra return in proportion with risk. In other words, the obtained returns are exactly in proportion with their risk.
After the world's financial markets became accustomed to the efficient market paradigm, and the belief in market efficiency gained power increasingly, anomalies and dynamics in the world's financial markets were discovered. It was affirmed that this trend challenged the main paradigm for market efficiency. The focuses on these phenomena were the human behavioral approaches in investment issues, which were in clear contrast with efficient market hypothesis. One of these anomalies is return continuation (momentum). Momentum is a concept in physics based on Newton's First Law. It states that a moving object tends to continue its movement until an extra power stops it. In other words, the manifestation of this rule in the market is that the price trend tends to remain constant until an extra power stops it. This strategy consists of investing in the market's direction and claims that positive or negative return of the past will continue for a specific period in the future. This strategy also leads to obtaining abnormal return in the market.
One of the most challenging issues in financial management and investment is predicting security prices. Therefore, any individual and institutional investor in capital markets faces prediction of prices and use of approaches to obtain maximum return with respect to risk or extra market return. Momentum and contrarian strategies are two important strategies in portfolio management that try to gain abnormal return by prediction of The momentum phenomenon has been proved in many of the world's markets including American (NASDAQ, AMEX, NYSE), European, and Asian markets. However, Jegadeesh and Titman (1993) first proposed the momentum trading strategy. It claimed that an investment strategy based on the buying and short selling of stocks that have had the best and the worst performance in the past led to achieve an annual abnormal return of 12.01 percent in the American stock market. This was a significant return in the market and showed that the weak form of efficient market hypothesis was contradicted, because historical information could predict the best and worst stocks in the future.
Different studies in different markets around the world have shown that there is much evidence for profitability of momentum trading in the global financial markets. Some of these studies include : Foerster, Prihar and Shmitz (1994,1995) and Korkie and Plas (1995) in the Canadian stock market, Rouwenhorst (1998) in 12 European markets, and Raven Horst (1999) in 20 emerging markets, Chui et al. (2000) in 8 Asian stock markets except Japan and Korea, Hameed and Tang in international stocks indices, Chordia and Shivakumar (2002) in NYSE and AMEX stocks, Hameed and Kusnadi (2002) in 6 emerging Asian stock markets, Demir et al. (2004) in Australian market, and Gunasekarage and Wan Kot in the New Zealand stocks market etc. The studies about momentum strategy do not have a strong background in Iranian markets. In a previous study, Momentum strategy was reported more profitable in the short-term horizon of one to six months in Tehran stock Exchange (TSE) (Fadaeenejad & Sadeghi, 2006) . Foster and Kharazi (2006) investigated the momentum and contrarian strategies in TSE using weekly and daily returns of 50 more heavily traded stocks in TSE in the period from 1997 to 2002. They concluded that there is no evidence of contrarian behavior and short-term "Reversal" in TSE, whereas there was evidence of existing momentum returns in the short-term from three to twelve months, which led to generate significant abnormal returns. Moreover, different variables may affect the profitability of the momentum strategy, which its importance has been proved in some financial markets. These variables include liquidity, trading volume, book to market (BE/BM), firm size, transaction costs etc. In fact, there is a necessity to devise strategies, which consist of anomalies of a trend with the market microstructures in the world financial markets. In the present study, focus was placed on two substantial variables: liquidity and size, and their relation to the profitability of the momentum, rather than the existence of momentum, which is considered an anomaly in the market.
Methodology

Momentum Trading Strategies
To create the momentum portfolios, a method similar to Jegadeesh and Titman's (1993) was used. In this way, stocks were ranked in ascending order based on their returns at the end of each i-month (estimation periods). These stocks were then assigned to 1 to 9 equally weighted relative portfolios. The first portfolio, P1 represented "winner" with the stocks that had the best performance (maximum returns), and the last portfolio, P9, represented "loser", with the stocks that had the worst performance (minimum returns). The portfolios were then held for the following j-months (prediction period) and their return was calculated at the end of j-months. Finally, the differential winner-loser portfolio returns were calculated. To investigate the statistical significance of winner-loser portfolios returns, "Compare Mean Test" (one sample t-test) was used.
In the present study, different values for (i) and (j) were chosen as (i), (j) ε {1, 3, 6, 9, 12}. Therefore, in order to study the momentum in each of the three samples, 25 strategies were tested with respect to the estimation and prediction period.
To calculate the continuously compounded return, the following equation was used: Vol. 5, No. 11; 2012 45 (1)
That P t-1 is the close price at the beginning of the estimation/prediction period, P t is the close price at the end of estimation/prediction, and R t is the portfolio return at the end of the estimation/prediction period.
Liquidity
Liquidity is one of the important and effective factors in financial studies, and a factor that can affect a company's performance. Market participants consider many parameters during trading decision-making. One of these criteria is the liquidity of the stock. Many investors believe that liquid securities are more attractive, assuming that other factors are stable. Moreover, liquidity makes them more confident and decreases the risk of loss when they want to carry out a high volume of transaction. In other words, liquidity is buying and selling securities without any significant price change. Amihud and Mendleson (1986) evaluated the relationship between liquidity and stock returns, and concluded that since liquidity leads to increase in company return and its value, companies tend to adopt policies to increase the liquidity of their stocks. Different studies confirm the positive effect of stocks with high liquidity (or high trading volume, which is considered as a proxy of liquidity) on profitability of the momentum strategy (Lee & Swaminathan, 2000; Hameed & Kusnadi, 2002; Chui et al., 2000; Chan et al., 2000; Drew et al., 2007) . In contrast, for the first time, it was shown that companies with low (high) stock trading volume achieve higher (lower) abnormal return (Datar et al., 1998) . Brennan et al., (1998) also attempted to prove the negative relation between average return and dollar trading volume. They found a negative relationship between average returns and dollar trading volume, and reported that when the trading volume was low and consequently stocks were liquid, the momentum strategy led to generate higher returns.
In order to investigate the influence of liquidity on momentum returns, stocks were sorted according to liquidity at the end of i-month periods (estimation period). The momentum portfolios were then created in the form that the liquidity-stored stocks were ranked into three categories in which 30% of the stocks with the highest liquidity were allocated to the first category (P1), the next 30% to P2 and the last 30% with the lowest liquidity allocated to P3. Then, 30% of the stocks in each category with highest liquidity were allocated to S1 portfolio, the next 30% to S2, and the last one with the lowest liquidity to S3. Portfolio returns were measured at the end of the jmonth (estimation periods). In each category, the portfolios with maximum and minimum returns were assigned as "winner" and "loser", respectively. Then, these portfolios were held for the next j-months and their return was calculated at the end of the prediction period. Finally, the winner-loser portfolio returns were calculated. In order to investigate the significance of abnormal returns, "Compare Mean Test" was used and the liquidity proxy was the turnover ratio as follows:
Moreover, different values chosen for (i) and (j), and the number of investigated strategies were similar to 2.1.
Size
The momentum return in size-stored portfolios is an important issue in financial literature. Several studies have been conducted to analyze the effect of firm size on returns of the momentum strategy. Some results believe that the momentum profits are negatively related to small-cap firms, and then small-size stocks. In fact, these profit changes are observed when the whole sample is divided into sub-samples according to size or market capitalization. In general, the small-size stocks create higher momentum returns compared to the large-size stocks.
So far, the literature lacks consensus on considering size for calculating momentum returns. Few studies have documented significant momentum returns taking into account the size factor, while other researchers failed to document any significant differences. If this test is taken to a global context with detailed investigations, a clear picture may emerge.
For example, Demir et al. (2004) , Rouwenhorst (1998) , Hong et al. (2000) , Hameed and Kusnadi (2002) , Siganos (2007) etc., have documented the positive effect of small-size stocks on profitability of the momentum strategy. On the contrary, other studies have failed to document any evidence to separate contribution of small-size stocks on profitability of the momentum strategy such as the studies by T. Hou and Mcknight (2004) , Mengolie (2004) etc.
To examine the effect of small-size stock on momentum return, the firms were sorted according to size at the end of i-month (estimation period). Then the momentum portfolios were created using the same method used in Vol. 5, No. 11; 2012 section 2.2. The market value at the end of the estimation period was used to calculate the firm size, which was the total number of shares multiplied by the close price (Note 1). The different values chosen for (i) and (j) and the number of investigated strategies were similar to 2.1.
Data
The period of analysis was from 21 March 2001 (firstFarvardin, 1380, according to the beginning of the New Year in the Persian calendar) to 21 of March 2010. Moreover, to ensure precision of results and make them more reliable, the present study was conducted in two sub-periods: 2005 to 2010, and 2007 to 2010. The first one is due to significant change in the number of stock companies after the execution of principle 44 of the constitution (privatization), and the second is to cover the effects of the global financial crisis on the economy of Iran. In addition, these sub-periods were analyzed to strengthen the results by evaluating time-variation of returns and to know whether results were consistent through time, or were mainly obtained in just one sub-period. Our sample consists of three separate samples of all companies that joined the stock market before the mentioned periods and have been traded in at least 50% of the total trading days in the related period. The number of companies in these samples is as follows: In this study, the Kolmogorov-Smirnov Test tested normality, and then the Compare Mean Test was used to investigate the statistical significance of the momentum portfolio returns.
Results
This section indicates the findings of the tests. The profitability of the momentum strategy and the influence of liquidity and size on momentum returns were analyzed in three samples. In each test, the monthly and average period return, T-statistic, significance, and the lower/ upper limits at the 5% significant level were indicated. Table 1 shows the momentum profits in three samples. Positivity or negativity (or zero value) of momentum portfolios return was identified according to the significance upper and lower limits because of the two-tailed test in SPSS software. In addition, the mean monthly return of momentum portfolios was summarized for each of the 25 strategies (i-month/j-month). In panel 1-A, regarding the significance, upper and lower limits, the momentum returns were positive only in four strategies in the 2001-2010 period, and other period values were negative or zero. Therefore, it was concluded that in this period, momentum had not existed in TSE, and using this strategy led to the generation of negative or zero returns. Panel 1-B presented momentum returns from 2005 to 2010, after privatization. According to that, only in three strategies, the momentum returns were positive. Moreover, in the panel 1-C the momentum returns were positive only in one strategy from 2007 to 2010 (the effect of global financial crisis on economy of Iran), and in others, values were negative or zero. Therefore, in these two sub-periods, the momentum had not existed in TSE, and the momentum trading strategy generated negative or zero returns.
Momentum
Liquidity
Liquidity results are presented in table 2. The average monthly momentum portfolio returns was calculated for each i-month/j-months strategies for the high-liquidity and low-liquidity stock categories (each containing 25 strategies).
In panel 2-A it was observed that all the strategies generate negative (or zero) momentum returns in Vol. 5, No. 11; 2012 high-liquidity and low-liquidity stocks (except the i=9/j=9 strategy for low-liquidity stocks) from 2001 to 2010. Therefore, momentum has not existed in the high-liquidity stocks. 2-B panel was related to the liquidity effect between 2007 and 2010. Results showed that momentum returns in the high and low-liquidity stocks were only positive for nine and 10 strategies, respectively. Our results in panel 2-C illustrated that from 2005 to 2010, momentum returns were positive in the high-liquidity stocks only for eight strategies, and for six strategies in the low-liquidity stocks. In both stock categories with high and low liquidity in all three periods, the average momentum portfolio return was negative (or zero) for most of the strategies. It is concluded that no particular relationship can be found between momentum returns and the liquidity factor, and using this strategy taking into account liquidity in Tehran stock Exchange, generates negative returns. Table 3 shows the effect of size on momentum profits. The average monthly momentum portfolio returns were presented for each i-month/ j-month strategy and two categories, the large-size and small-size stocks (e.g. section 4.2).
Size
The panel 3-A illustrates that between 2001 and 2010, all strategies generate‫ﯼ‬ negative (or zero) momentum returns in both large and small-size stock categories. Therefore, there is no significant relationship between momentum profits and firm size in this period, and small-size stocks do not have the separate roll on profitability of the momentum strategy. The results in Panel 3-B indicate that between 2005 and 2010, momentum returns were only positive for 10 strategies in the large-size stocks. However, it was positive in small-size stocks for 19 strategies. Therefore, it was concluded that the return continuation or momentum was drastic in small-size stocks. However, when large-size stocks were tested, it gradually diminished. The results of the 3-C panel Vol. 5, No. 11; 2012 showed that momentum returns in large-size stock for six strategies, and the small-size stocks for nice strategies were positive between 2007 and 2010. Thus, because of the negative (or zero) average momentum returns in both stock categories for most strategies, it was concluded that there is no significant relationship between momentum profits and firm size in this period. 
Conclusion
This paper investigated the return continuation in medium-term horizon in Tehran Stock Exchange from 2001 to 2010, and two sub-periods: 2005-2010, and 2007-2010 . Moreover, the focus of attention was the effect of two important and substantial factors on profitability of the momentum strategy: Size and Liquidity. Regarding the fact that the TSE-data generally existed after the war, from 1991, and because of the few stock companies and low trading volumes to provide data and achieve reliable results we consider the period from 2001 onwards. In this research, three separate samples of all the companies that joined the stock market before the mentioned periods, and have been traded in at least 50% of the total trading days in the related period, have been tested. To www.ccsenet.org/ibr
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Similar to the Studies by Kho et al. (1997) , Chui, Titman and Wei (2000) , Griffin and Martin (2003) , C. Liu and Lee (2001) , Du et al. (2009) , etc., our results suggested that there was no evidence of return continuation in TSE and using momentum strategy has created negative returns in all periods. In addition, considering the liquidity required to form momentum portfolios, we observed that the liquidity factor has no effect on profitability of the momentum strategy, and using this strategy taking into account, liquidity have generated negative returns in TSE in all periods. A justifiable reason is less liquidity risk in the high-liquidity stocks leads to lower investors' expected return.
Like many studies in the world, our results confirmed the negative effect of small-size stocks on profitability of the momentum strategy that was only true between 2005 and 2010 (after privatization). Therefore, it was concluded that the return continuation in small-size stocks was strong, but by large-size stocks entries, it was gradually diminished. In contrary, in other periods it was observed that the stock-size had no effect on momentum profits, such as the studies by T. Hou and McKnight (2004) , Mengoli (2004) , etc. Since small-size stocks had low liquidity, their trading ability without moving the price was lower, and then the transaction and market impact costs were high. Therefore, they had negative expected return.
Overall, we found that the momentum strategy was not profitable in TSE in all periods. Moreover, considering size and liquidity, the positive effect of small-size stocks between 2005 and 2010, no evidence of liquidity effect was observed, which could be attributed to the related periods, liquidity and return criteria, or the methodology.
